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Dear M. Vel asco:

Encl osed are two copies of the U S. Departnent of Health and
Human Services (HHS), Ofice of Inspector Ceneral, Ofice of
Audit Services (OAS) report entitled 'AUDIT OF MEDI CARE PART B
SERVI CES BI LLED BY I NLAND PHYSI CI ANS SERVI CE FOR THE PERI OD
JANUARY 1, 1994 THROUGH DECEMBER 31, 1996." A copy of this
report will be forwarded to the action official noted bel ow for
her review and any action deenmed necessary.

Final determnation as to actions taken on all matters reported
will be made by the HHS action official named below. W request
that you respond to the HHS action official wthin 30 days from
the date of this letter. Your response should present any
comments or additional information that you believe may have a
bearing on the final determnation.

I n accordance with the principles of the Freedom of Infornation
Act (Public Law %0-23), OG OAS reports issued to the
Departnent's grantees and contractors are nade avail able, if
requested, to nmenbers of the press and public to the extent
informati on contained therein is not subject to exenptions in the
Act which the Departnent chooses to exercise. (See 45 CFR

Part 5.)
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EXECUTIVE SUMMARY

BACKGROUND

This audit was an outgrowth of Qperation Restore Trust, a U S.
Departnent of Health and Human Services initiative to conbat
fraud, waste, and abuse in the Medicare program The review was
jointly conduct ed by the O G and Transanerica Cccidental Life

I nsurance Conpany (Transanerica), a Medicare carrier

Inland Physicians' Service (IPS) is a group nedical practice (a
partnership of two Doctors of Osteopathy) which primrily
provides services to elderly Medicare patients in nursing
facilities and hospitals in the Ponona, California area.

OBJECTI VE

Qur audit exam ned the Medicare paynents (about $2 million) nmade
to IPS by Transanerica over the 3-year period January 1, 1994

t hrough Decenber 31, 1996 to determne if the paynents were
appropriate for the services rendered.

SUMVARY OF FI NDI NGS

Wth the assistance of Transanerica's nedical consultant, we
reviewed a statistical sanple of 100 claimlines (representing
104 services) for which IPS was reinbursed by Medicare. Qur
conbi ned revi ew di sclosed that 99 of the 100 claimlines
represented services which had been overpaid.

The overpaynents included services which

° Had been billed using nuneric coding descriptors (i.e
procedure codes) that described services nore conpl ex
than those actually perforned (a condition comonly
referred to as upcoding),

° Vére not supported by adequate docunentation in the
nmedi cal records,

° Shoul d have been paid at | ower anounts because the
services were rendered in different geographic areas,
and

° Had been perfornmed by physician assistants w thout the

supervi si ng physician present and, therefore, were
subject to |ower reinbursenent.



Sixty-six of the 99 claim lines that were overpaid had nore than
one reason for the overpavments. W have included a matrix (see
Appendi x A) that depicts the various reasons that contributed to
the overpayments for each sanple item

Based on the results of our statistical sanple, we estimate that
I PS was overpaid $752,256. W are 95 percent confident that the

overpaynment was at |east $581, 379.

W concl uded that the overpaynments occurred because the |PS
physi ci ans were apparently not famliar with the various Medicare
rei nbur senent rul es. From al | appearances, they had not availed
t hensel ves of Medicare's published instructions nor had they
sought the carrier's assistance in determning the proper billing
requirenents.

RECOMMVENDATI ONS

To address these problens, we recomrend that Transamerica:

(1) Provide IPSwth all pertinent educational materials
related to Medicare rules and regul ations,

(2) Require that 1Ipc obtain additional provider nunbers
corresponding to the various geographic areas in which
it renders services,

(3) Place 1ps under prepaynent review until it can
denonstrate that it can properly bill for services

(4) Conduct an audit of IPS billings for Cal endar Year
1997, and

(5) Not recover the ldentified overpaynment of $581,379 at
this time pending further review by our office.

In response to our draft report, I|PS disagreed with the audit
findings. After reviewinc and considering IPS coments, we
concluded that our findings remain valid.

Transamerica was in agreenent with the findings and
reconmendat i ons.
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| NTRODUCTI ON
Backgr ound

In May 1995, the Departnent of Health and Human Servi ces began a
denonstration project, known as Operation Restore Trust, to crack
down on Medicare fraud, waste, and abuse associated w th nursing
homes, home health agencies, and durable nedical equipnrent
suppliers. This audit was an outgrowth of that denonstration
proj ect.

W | ooked at physicians in California who billed for services
rendered to patients in nursing homes. W selected Inland
Physicians' Service (IPS), a partnership created by two
physicians, for this review because one of its doctors had
aberrant billing patterns for nursing hone visits when conpared
with other physicians in California

Two doctors of osteopathic nedicine forned this medical practice
in August 1993. Osteopathy is a school of nedicine and surgery
that places special enphasis on the interrelationship of the
muscul oskel etal systemto all other body systens. The physicians
originally organized IPS as a corporation but changed it to a
partnership in 1995  They primarily provide nedical services:

(1) to elderly patients in nursing facilities and hospitals in
and around the Ponona, California area, and (2) to health

mai nt enance organi zation patients in a nedical office in Chino
Hlls, California.

At the time of our audit, the doctors enployed a staff of 12,
consisting of 3 physician assistants (PAs), 3 nedical assistants,
and 6 adnministrative personnel. They billed Medicare by
submtting clainms to Transanerica Cccidental Life Insurance
Conpany (Transanerica), a Medicare carrier, using the IPS

Medi care billing name and nunber for services rendered to _
Medi care patients in nursing facilities and hospitals. A carrier
is a private conpany, usually an existing insurance conpany, that
contracts wth the Federal CGovernnent to process and pay Medicare
cl ai nms.

The doctors also billed Medicare using two other names and
nunbers (Inland Region Medical Goup and Inland Hlls Medica

G oup) for services provided at the nedical office location. The
services provided at the nedical office location were billed to
Bl ue Shield, another Medicare carrier, or National Heritage

I nsurance Company (NHI C), the new carrier effective Decenber 1,
1996.



For a 3-year period, January 1, 1994 through Decenber 31, 1996,
Transanerica paid IPS $1,966,305 and Bl ue shield/NHIC paid Inland
Regi on Medical Goup and Inland HIls Mdical Goup $48, 097.

Medi care regulations require that patients residing in nursing
facilities nust be seen by a physician at |east once every

30 days for the first 90 days after adm ssion, and at |east once
every 60 days thereafter. Medicare reinbursenent can be nade for
one physician visit per nonth to the sane patient in a nursing
hone on the presunption that such a visit is nedically necessary.
Further visits are reinbursable only in situations where the
physi ci an has adequately substantiated the need for nore frequent
visits (e.g., an episode of acute illness) to that patient.

(bj ectives, Scope and Methodol ogy

We conducted our audit in accordance with generally accepted
governnent auditing standards. Qur objective was to determne if

Transanerica' s paynment was appropriate for the services rendered.

To acconplish this objective, we reviewed a statistical sanple of
100 claimlines (representing 104 services because 1 claimline
was a billing for 5 separate services) fromthe universe of al
claimlines paid by Transanerica to |PS over the 3-year period
ended Decenber 31, 1996. W did not include Medicare's paynents
made by Blue Shield (or NHHC) to Inland Region Medical Goup and
Inland Hills Medical Goup in our audit scope. Appendix B
presents the details of our random sanpling net hodol ogy.

W obtai ned copies of the pertinent nmedical records fromthe
patients' nedical files located at the nursing facilities and
hospitals.  The documentation gathered included, when avail abl e:
(1) patients' admssion sheets, (2) history and physi cal

exam nation notes, (3) physicians' progress notes, (4)

physicians' orders, (5) licensed personnel progress notes, (6) | ab
reports, (7) consultation reports, and (8) physicians' discharge
not es.

In 10 instances, we could not find adequate docunentation
relating to the billed services at the facilities. For these
cases, Wwe requested that IPS |ocate and provide us wth_any
docunentation that woul d support the services billed. The IPS
physi ci ans provided us with additional documentation for 5 of the
10 servi ces.

From Transanerica and NHIC, we obtained histories of all Medicare
services billed on behalf of the patients wthin a |-nonth period
before and after the date of service for each selected claim



line. W also obtained copies of the original claimforns
submtted by IPS.

At our request, a physician consultant at Transanerica revi ewed
the nedical records we obtained to determ ne whether they
supported the services billed. The consultant |ooked at whether
the services were nedically necessary and whether they were
billed using the correct descriptive code.

W also interviewed the physician owners of |IPS, nedical nursing
staff at some of the facilities, one of the PAs, and the IPS
billing agent. In addition, we consulted with Transanerica and

NHI C staff about Medicare's rules.

W did not test IPS internal controls over its billings of clains
to Medicare because the objective of our review was acconplished
t hrough substantive testing.

Qur fieldwork was perforned fromJuly 1997 to Decenber 1997 at
various nursing facilities and hospitals where the services were
rendered and at the business office of IPS



FI NDI NGS AND RECOMVENDATI ONS

Qur audit disclosed that I PS was overpaid for 99 of the 100
sanpled claimlines. W estimate that the overpaynent during the
3-year period ended Decenmber 31, 1996 was $752, 256

About 63 percent of this anmount related to upcoded services, 20
percent to inadequately docunented services, 11 percent to
services perfornmed in | ower-priced geographic areas, and 6
percent to services performed by physician assistants w thout the
supervi sing physician being present.

O the 99 claimlines that were overpaid, 66 had nultiple reasons
for the overpaynents. See Appendix A for the specific reasons
that contributed to the overpaynent for each of the sanpled

I tens.

It is the 01G's policy to recommend financial recovery at the
lower Iimt of the 90 percent two-sided confidence interval, or,
in this instance, $581,379. Thus, we are 95 percent confi dent
that the overpaynment was at |east that anount and recommend that
the $581, 379 be recovered fromIPS. W also have included two
procedural recomendations to elimnate future overpaynents.
Details sunmarizi ng our sanple nethodol ogy and statistical
projection are contained in Appendices B and C, respectively.

Upcoded Services

Qur review found that 72 of the 100 claimlines that we exam ned
were billed using procedure codes that were higher than the
services actually provided. O these claimlines, 13 were
upcoded two | evels, and 59 were upcoded 1 |evel.

Medi care pays for nursing facility visits and hospital visits
(al so cal | ed eval uati on and nanagenent services) based upon the
codi ng descriptions devel oped by the Anerican Medical Association
(AMA) and published in its _Phvsicians’ Current Procedural
Terminoloav (CPT) reference book. There are three to five levels
for each evaluation and management service. The various levels

enconpass the wide variations in skill, effort, tine, _
responsibility, and nedical know edge required for the prevention
or diagnosis and treatment of an illness or injury.

There are three key conponents in selecting the appropriate
level, i.e., determning the nature and conplexity of the:
(1) history, (2) examnation of the patient, and (3) nedical
decision making. There are other contributory factors
(counseling, coordination of care, nature of the presenting



problem and tine) that nmay inpact the selection of the proper
level of care to bill to Medicare.

CQui dance pertaining to the average tine for each level of service
is provided in the CPT descriptions. For exanple, for a low-

| evel subsequent nursing facility visit (procedure code 99311),
it says: "Physicians typically spend 15 mnutes at the bedside
and on the patient's facility floor or unit." For a md-leve
visit (99312) and high-level visit (99313), the average times are
given as 25 and 35 minutes, respectively. The inclusion of tine
as an explicit factor in the AMA' s coding descriptions is

i ntended to assist physicians in selecting the nost appropriate
procedure code to bill

The physician consultant at Transanerica found that |PS
frequently upcoded its billings, both for hospital visits (43)
and nursing facility visits (29). Cenerally, he found that the
nmedi cal decision making that was docunmented in the nedical
records for nost of the beneficiaries was straightforward or of
| ow conmplexity. For exanple, in 48 of the 72 upcoded claim
lines, the medical decision naking, as docunented, was "per
orders," "per care plan,” "continue care,” or ‘wll follow"

Usual Iy, when |PS upcoded a service, along with the |ow

conpl exity decision nmaking, either the history or the exam nation
(or both), was less conplex than that required to bill at the

hi gher level of service. For exanple, sanple item 30, a nursing
facility visit, was billed to Medicare as a 99303, the highest
level for this type of nursing facility visit. For this service,
I PS received $102.63. However, based upon the docunentation
witten by an I PS physician in the patient's nedical record,
Transanerica' s physician consultant concluded that the service
actually perforned should have been billed as a 99301 (or two

l evel s [ower). Specifically, the only comrent nade by the |IPS
physi ci an about the patient's nedical history was that the
patient was an 87 year old nmale admtted froma |ocal hospital
with a fractured right femur, and the comment about the patient's
medi cal decision was sinmply to continue care. Medicare's

rei nbursenent for a 99301 woul d have been $49.62; therefore, |IPS
was overpaid $53.01 for this claimbecause of upcoding (an

addi tional $4.16 was overpaid on this claimdue to the use of the
wrong geographic area (see page 7 of this report)).

Sanple item 29, a hospital visit billed to Medicare as a 99232, a

m d-1evel code for this type of service, illustrates a service
upcoded one | evel. For this service, |PS received $41.94.

However, based upon the documentation witten by an |PS physician
in the patient's medical record, Transanerica's physician
consul tant concl uded that the service actually perfornmed shoul d

5



have been billed using procedure code 99231 (or one |evel |ower).
For this claim the history as witten by the IPS physician was
that the patient was resting and taking in fluids. The nedica
decision noted in the medical record was to continue the
patient's care. Medicare's reinbursenent for a 99231 woul d have
been $28.47; therefore, |PS was overpaid $13.47 for this claim
because of upcoding (an additional $0.12 was overpaid due to the
use of the wong geographic area).

CGenerally, it was IPS policy to bill nmonthly visits to nursing
facility patients as 99312's (the 25 mnute code). However, the
physi ci ans and one of the physician assistants told us that they
typically spend about 15 m nutes per patient when performng this
type of service. These statenents provide additional evidence
that the services should have been billed as 99311's (the 15

m nute code).

From our interviews of the physicians, it appeared to us that
they were unfamliar with the specific CPT coding descriptions.
They indicated that they had not adequately researched Medicare's
Instructions or sought assistance from the carrier. | nst ead,

they relied on their own experiences. For exanple, one |PS

physi cian said that he used principles learned in training while
wor ki ng for another physician. One of these principles was that
nmonthly visits at nursing hones were considered to be md-|evel
procedures.

Wien we pointed out the CPT requirenments for each |evel of
service, he agreed that his perception was in conflict with the
CPT information

| nadequat el y Docunented Services

Services for 5 of the 100 claimlines that we exam ned were

i nadequat el y docunented. O these, four (one nursing facility
visit, one hospital visit, one assist at surgery, and one care

pl an oversight) had no docunentation to support the services
billed, and one (a hospital visit) had Iimted docunentation that
was i nadequat e.

Federal law, specifically Title XVIIl, section 1833(e) of the
Social Security Act, requires that sufficient information be
avail able to document clainms. [If there is inadequate

docunent ati on, Medicare's paynent is not allowable.

For four of the five claimlines with no docunentation, we asked
the | PS physicians to provide us with any docunents they had that



woul d support these services. They were unable to provide us
w th any progress notes or other direct witten support.

For the fifth claimline, Transanerica' s physician consultant
found that the docunentation did not adequately support a
billable service. Sample item 72, was a md-|evel hospital visit
(99232) rendered on August 29, 1996 for which |IPS was paid

$41. 62. For this beneficiary, IPS had also billed for a hospital
di scharge service (99238) on August 30, 1996. [t was paid $48.90
for the discharge service. The only docunentation directly
supporting the hospital visit was a physician's progress note,
witten on August 29, 1996, that stated "DCS [di scharge]." (This
note, incidently, did not neet the m ninuminformation standard
relating to the three key conponents for this procedure code;
namely, the patient's nedical history, exam nation, and the
doctor's nedical decision naking.) The hospital's nedical
records, however, indicated that the patient was actually

di scharged on August 29. Since IPS was paid for the hospita

di scharge service (billed as though rendered on August 30, 1996),
the hospital visit on August 29 was not allowabl e because the
paynment for the discharge service includes all patient visit
services on that day.

W di scussed these five claimlines with I PS physicians and found
that they were unable to explain specifically why the necessary
docunentation may not have been prepared or how these services

were billed to Medicare without adequate documentation. In one
instance, the assist at surgery, we were able to determ ne why
adequat e documentation was lacking. In this case, IPS billed the

service on the date it was perfornmed (January 16, 1996) and
rebilled the service as though it was rendered on January 15,

1996 when it received a copy of the surgeon's bill to Medicare.
The surgeon had used the incorrect date of service (January 15,
1996). As a result, there was no docunentation to support the
service that IPS billed on January 15 (sanple item 4).

Incidently, |PS was appropriately paid for the service on January
16.

Services Performed In Lower-Priced Geographic Areas

Seventy-two of the 100 claimlines that we exam ned were for
services performed in |ower-priced geographic areas. Since
paynment rates vary by geographic area and IPS billed all of the
100 sanple clainms using the highest paynent area, all 72 of the
claimlines were overpaid.

On January 1, 1992, Medicare began paying for physicians
services based on a national fee schedule. The fee schedul e



amount for a service is based on a fornula that takes into
consideration the relative value for the service, the conversion
factor for the year, and a geographic adjustnent factor. The
geographi ¢ adjustnent factor reflects the variation in prices and
costs in different areas of the country.

The result of paying for services by geographic area is that a
physi cian providing a service in one area (for exanple, Los
Angel es County) may be paid nore than if he provided the sane
service in another area (for exanple, San Bernardino County).

In order to properly pay clainms using the correct geographic
rate, Medicare requires that providers bill according to where
the services are actually rendered. In IPS situation, these

| ocations (or geographic areas) were different than the |ocation
it used to obtain its provider (i.e., billing) nunber from
Transaneri ca.

Qur sanple showed that |PS rendered services in four different
Medi care geographic areas in southern California. dains for two
of the four areas should have been submtted to and paid by Bl ue
Shield (or National Heritage |Insurance Conpany after Decenber 1,
1996), another Medicare carrier. For each of the four different
areas, |PS should have obtained a different provider nunber. The
use of different provider nunbers would have allowed the carriers
to pay the clainms using the correct geographic adjustnent factor.

| nstead of obtaining different provider nunbers for each of the
four areas that it rendered services in, |PS obtained only one
provi der nunber that should only have been used for Los Angel es
County (one of California's highest cost areas). As a result,

72 of the 100 claimlines we exam ned were overpaid since the
payment rate for Medicare's geographic area in Los Angel es County
was hi gher than the payment rates for the areas corresponding to
where the services were actually rendered. For exanple, sanple
item1l was a nursing facility visit rendered in a facility in San
Bernardino County. For this service, |IPS was paid $42.68. It
shoul d have billed Blue Shield for this service and, if so, would
have been paid $38.86, or about 9 percent |ess.

In a letter, dated January 12, 1994, from Blue Shield to one of
the | PS physicians relating to an overpaynent of several clains
for services in 1992 and 1993, Medicare's requirenent was clearly
laid out:

“You are responsible for correct claimsubm ssion and
for submtting the clainms to the correct Medicare
carrier. Wen billing Medicare for services rendered
out side your office setting, you should bill the



carrier who has jurisdiction in the place that the
services were rendered."

I n our discussion with this |IPS physician, he admtted that the
instructions in the letter were clear and that he nust have
overl ooked them assuming that the other information in the
letter was nore inportant.

Services Performed by Physician Assistants Wthout the
Supervi sing Physician Present

Ei ghteen of the 100 claimlines were overpaid because they

i nvol ved services that had been perforned by physician assistants
(PAs) without a supervising physician present. O these

18 services, 17 were provided in nursing hones, and 1 was
provided in a hospital

A PAis a skilled health care professional who, under the
supervision of a physician, performs a variety of nedical

di agnostic, and therapeutic services. The supervising physician
may del egate to the PA nost nedical services and duties that are
routinely performed within the normal scope of the physician's
practice and which the PAis conpetent to perform

Medi care pays for PA services in tw ways: (1) as a service
"incident to" the physician's service, requiring the physician to
provi de direct versonal rvision, and (2) as a service where

t he physician need only be imedi ately available to the PA for
consul tation purposes by telephone. The "incident to" service is
rei mbursed at 100 percent of the physician's fee schedul e anount.
For the other, Medicare pays 75 percent of the applicable
physician's fee schedule amount if performed in a hospital and

85 percent if performed el sewhere. In order for Medicare to pay
the claimcorrectly, providers are instructed to include a
special nodifier along with the CPT code if the services are not
"incident to." They are also instructed to obtain a unique
nunber fromthe carrier to identify the PA who perforned the
service and to include this number on each claim

The 18 services were perforned by PAs without direct personal
supervi sion by the physician and were billed w thout using the
nmodifier to denote this fact. These billing errors resulted in
| PS being paid 100 percent of the applicable physician schedul e
amount instead of 85 percent of that amount for the 17 services
provi ded in nursing homes and 75 percent for the one service
provided in a hospital.



For exanple, sanple item45 was a md-Ievel nursing home visit
provi ded by a PA for which IPS was paid $41.29. In this

i nstance, the supervising physician was not present in the
facility at the time the service was rendered. Therefore, this
cl ai m shoul d have been billed using the nodifier to denote it as
a PA service that was not "incident to." Using the nodifier
woul d have resulted in IPS being paid $35.09, or $6.20 |ess.

From our interviews of the physicians, it appeared to us that
they had msinterpreted the Medicare requirenments concerning PA
servi ces. One I PS physician stated that he thought that his own
review (for exanple, 2 days later) would qualify the service as
an "incident to" service since he was seeing the patient as well
as review ng what the PA had witten in the nedical record. He

t hought that he was required to see the patients after the PA had
seen themand as long as he did this it woul d be consi dered
“incident to."

Recommendat i ons
W reconmend that Transanerlca:

(1) Provide IPS with all pertinent educational materials
related to Mediczre rules and regul ations,

(2) Require that IPS obtain additional provider nunbers
correspondi ng tc the various geographic areas in which
it renders services,

(3) Place IPS under prepaynent review until it can
denonstrate that it can properly bill for services

(4) Conduct an audit of 1rps billings for Cal endar Year
1997, and

(5) Not recover the identified overpaynment of $581, 379 at
this time pending further review by our office.

| PS Comment s

A response to our draft reccrt was prepared by the |aw firm of

Ful bright &« Jaworski, LLP, = registered limted liability
partnership, retained by 1z (see Appendix D for the response in
its entirety). On behalf of IPS, Fulbright &« Jaworski disagreed
with the OG audit findings. It indicated that IPS is conducting
a thorough review of the 100 sanpled claimlines and woul d

provi de additional information at a |ater date.

10



Wth regard to our recomrendations, Fulbright & Jaworski stated
that I PS had taken the follow ng actions: (1) it begun billing
physi ci an assi stant services using the recommended nodifier, (2)

it revised its internal billing formto account for services
performed by physician assistants, and (3) it discussed with the
appropriate Medicare carriers the issue of separate billing

nunbers for different geographic areas.

Ful bright & Jaworski was of the opinion that the audit sanpling
met hodol ogy was flawed. It included a letter from Cabot Marsh
part of a healthcare consulting firm which concluded that the
O G s sanpl e was nonrandom because: (1) the sanple did not
contain clainms during the period January 1, 1994 through May 31,
1994 and (2) the sanple did not have a nearly equal nunber of
clains in each of the 3 years reviewed.

Counsel asserted that the entire nedical record, rather than just
t he physicians' progress notes, nust be reviewed when exam ning
the support for services billed. It also stated that IPS

di sagreed with the OGs conclusions that it was not famliar
with the CPT coding descriptions and had not adequately
researched Medicare's instructions or sought assistance fromthe
carrier. Further, Fulbright & Jaworski disputed the OGs
determnation that 72 of the 100 claimlines were billed to the
wong carrier. |t maintained that a provider needed a billing
nunber only for each pay locale in which it nmaintained an office.

0I1G’s Comment s

The O G believes that |IPS response did not present new or
addi tional evidence that would warrant changes in our findings.

It is OAS policy to allow 30 days for a witten response to our
draft audit reports. | PS was given 63 days to provide witten
comments on the draft report. V& conducted an exit conference
with the IPS physicians on Decenber 16, 1997 to discuss al
aspects of our audit. The Transamerica nedical consultant who
reviewed our sanple of services attended the exit conference. At
the exit conference, we provided IPS with a conplete Iist of the
100 services that were sanpl ed. If I'PS chooses to appeal our
audit findings and reconmendations, it may present any additiona
information at that tine.

Counsel's consul tant, Cabot Marsh, questioned the validity of the
audit statistical sanple because there were no sanple clains
during the period January 1, 1994 through May 31, 1994 and
because, it alleged, the sanple did not have equal nunbers of
claims in each of the 3 years. The reason that the number of
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claimlines in each of the 3 years was unequal is that |IPS was
just starting to bill Mdicare in late 1993. Over the next 3
years, the number of Medicare billings gradually increased. Qur
sanpl e covered all 3 years and the nunber of sanpling units
(clains lines) correlated closely to the nunmber of clains |ines

billed by IPS in each year, as illustrated bel ow
Uni verse Sample
Cal endar No. of No. of
Year Claim Lines Per cent Claim Lines Per cent
1994 5, 946 16% 18 18%
1995 15, 235 40% 39 39%
1996 16, 742 448 43 43%
Total s 37,923 100% 100 100%

Counsel for |IPS argued that the entire nedical record, rather
than solely the physicians' progress notes, should be considered
in reviewing clainms for services. In all cases, this was done
during the audit. The nedical consultant at Transanerica was
provided with pertinent and appropriate information in the

medi cal records, including patients' adm ssion sheets, history
and physical exam nation notes, physicians' orders, |icensed
personnel progress notes, lab reports, consultation reports, and
physi ci ans' discharge notes, as discussed on page 2 of our
report.

Wth regard to counsel's claimthat IPS was famliar with CPT
coding descriptions, the audit evidence woul d suggest otherw se.
For exanple, one of the IPS physicians told us that instead of
usi ng the coding descriptions contained in the CPT book, he used
the principles he learned in nedical school training and the
advice of a consultant. After we showed himthe actua
descriptions in the CPT book, he agreed that his nmonthly visits
to patients in nursing hones should be coded 99311 instead of
99312.

Counsel took exception to the audit's determ nation that 72 of
the clains were billed to the wong carrier, arguing that a
provi der only needed a billing nunber for each pay locale in
which it had an office. However, counsel's argunent conflicts
with the Medicare carrier's billing instructions. These
instructions, as noted on page 8 of this report, require that
providers bill carriers on the basis of where services were
rendered, not where the provider's office was |ocated.

12



Transanerica's Coments

Transanerica concurred with our audit findings and the audit
statistical methodology. It also concurred with our
recommendat i ons, except for a suggested change in recomendati on
nunber 2. The suggested change was made.

13
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APPENDI X A

Page 1 of 3
Reasons Contributing to the Overpaynents
Sanpl e | nadequat e Geogr aphi c PA
[tem Upcoding Documnent at i on Area Ser vi ces
1 X
2 X X
3 X
4 X
5 X X
6 X
7 X X
8
9 X X
10 X X
11 X
12 X X
| 13 X X
14 X
15 X
| 186 X X
17 X X
18 X
19 X
20 X
21 X X
22 X
23 X X
24 X X
25 X
26 X X
27 X X
28 X X
29 X X
30 X X
31 X
32 X X
33 X X
34 X X
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Page 2 of 3
Reasons Contributing to the Overpaynents
Sanpl e | nadequat e CGeogr aphi c PA

ltem Upcoding Docurnent at i on Area Servi ces
36 X

37 X X

38 X X

39 X X

40 X

41 X X

42 X

43 X X
44 X X

45 X
46 X

47 X X

48 X

49

50 X

52 X X

53

54 X X

55

56 X X

57

58 X

59

60 X X

61 X X

62 X

63

64 X X

65 X

| 66 | X X

67 X X

68 X X

69 X X X
70 X X




APPENDI X A
Page 3 of 3

Reasons Contributing to the Overpaynents

Sanpl e | nadequat e CGeogr aphi c PA
ltem Upcoding Docurent ati on Area Servi ces

71 X X
72 X
73
74
75
76
77
78
79 X
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96 X
97
98
99
100

X
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APPENDI X B

Sanpl i ng Met hodol ogy
bj ecti ve:
Qur audit objective was to examne a statistical sanple of
Medi care paynents nmade to |IPS by Transamerica over the 3-year
period January 1, 1994 through Decenber 31, 1996 to determne if
the paynents were appropriate for the services rendered.
Popul at i on:
The popul ation was all Medicare Part B claimlines for which IPS
was paid between the period January 1, 1994 through Decenber 31,
1996; nanely 37,923 total claimlines for which IPS was paid
$1,966,305.
Sanmpling Unit:

The sanpling unit was one line on a paid Medicare Part B claim
billed by IPS,

Sanpl i ng Desi gn:

A single stage, unrestricted random sanple was used.

Sanpl e size

Qur sanple size consisted of 100 claimlines.

Esti mati on Met hodol ogy:

Using the Variabl es Appraisal Programof the Ofice of Audit

Services, we calculated the lower limt of the 90 percent two-
sided confidence |level using the difference estimator



APPENDI X C

Vari abl es Projection

The | ower and upper limts of the dollar value of overpaynents
are shown at the 90 percent confidence level. W used our random
sanple of 100 claimlines out of the universe of 37,923 to

project the value of the unallowable amount. The result of this
projection is presented bel ow

D fference Value Identified in the Sanple $1, 984
Poi nt Estimate $752, 256
Lower Limit $581, 379

Upper Limt $923, 132
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FULBRIGHT & JAWORSKI

TELERHONE: 202/8 820260 A RESISTERED LIMITED LARILITY PARTNERSHIP WAsl:?:GSTTgs o.C.
- . o - 0
TELIX: 19747t S0I PENNSYLVANIA AVENUE, N. W . AUSTIN
FACSIMILE: 202/8&82-4843 ) SAY ANTONIO
) W AsHINGTON, D.C. 20¢Q2-261
WRITER'S INTERNET ACDRESS! 218 S
tdowdellEfulbright.cam LOS ANGELES
WRITER'S DIREET DIAL NUMBER! LONDON
202/6 624503 HONG KONG
May 29, 1998

BY TELECOPY AND FIRST CLASS MAIL

Mr. Jerry Hurst

Senior Auditor

Department of Health & Human Services
Office of Inspector General

Region IX

Office of Audit Services

Room 285

801 I Street

Sacramento, CA 95814

Re: Inland Physicians’ Service
Identification Number A-09-97-00062
Dear Mr. Hurst:

This firm represents Inland Physicians’ Service ("IPS") in regard to the
review by the Department of Health and Human Services, Region IX, Office of
Inspector General ("OIG") and TransAmerica Occidental Life Insurance Company
("Transamerica") of IPS’s Medicare Part B billings for the period January 1, 1994
through December 31, 1996 (“Audit Period”). This letter is in response to the OIG’s
draft audit report dated March 27, 1998 ("Preliminary Report”). In the Preliminary
Report, the OIG states that it and Transamerica reviewed an unrestricted, random
sample of 100 Medicare Part B claims IPS submitted for payment and, based on this
sammple, concludes that IPS was overpaid at least $581,379 for services it performed
during the Audit Period. The OIG takes the position that these alleged Medicare
overpayments are the result of four repeated billing errors committed by IPS:

(1) IPS "upcoded” evaluation and management services it provided to
hospital patients and nursing home residents.

(2) IPS failed to include sufficient documentation in patients’ medical
records supporting the services performed.
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(3) IPS billed the wrong carrier for certain claims.

(4)IPS billed for some services performed by physician assistants zs
“incident to” a physician’s professionz] services, however, the
approprisete leval of physician supsrvision wes not present.

JPS i s diligently conducting a thorough review of the 100 claims identified by
the OIG end intends to provide to the OIG the results of such revisw when complete.
Due to the short tine period in which IPS had to respond to the Preliminary Report,
it has not yet completed it-s substantive review. According to the Preliminary Report,
it took the OIG zpproximately six months to perform its review of IPS billings during
the Audit Period 2nd an additionsl three months in which to prepare the Preliminary
Report. IPS reserves the right to furnish to the OIG the results of this substantive
review 2t 2 later date. In addition, we believe thet a meeting should be scheduled, 2t
least before issusnce of the fina! OIG report, with you, the Transemerica physicien
consultant, Drs. .7 . 2nd perheps other IPS personnel, 2nd Frederick
Robinson from this firm. We believe that such 2 mesting would help to resolve some
of the pertinent issues. Pleasz let me know as soon s possible Whether you zgree to
such a2 meeting 2nd, if so, whzt dates in the next few weeks you would be available. 1,
the meantime, IPS has the following initial comments to the Preliminery Revort.

1. IPS Has Imvolemepted the Actions Recormmended by the OIG

t you previously recommendad to Drs.
to coztest that failure to have complied
Lave resulted in improper cleims. In

[

IPS hezs implemented the actions
* . without waiving its righ
]

with tkese actions in the Audit Period woul
particular, IPS has taken the following actio

A, <t

i

2 IPSbillsfor physician zssistant services using the recommended

* Office of Audit Services Note: It is OAS policy
to exclude nanes of individuals in the auditee

or gani zat i on.



APPENDIX D

Mr. Jerry Hurst
May 29, 1998
Page 3

2. OIG Szampling Methodology Is Flawed

In the Preliminary Report, the OIG maintains that it conducted the audit in
accordance with generally accepted government auditing standards and performed an
unrestricted, random sample. See Preliminary Report, pp. 2 and Appendix B. However,
IPS believes that the OIG’s sampling methodology is flawed. On behalf of IPS, Cabot
Marsh reviewed the Preliminary Report and reported its findings to IPS. See
Attachment, letter dated May 25, 1998 from Bret S. Bissey, Vice President, Cabot
Marsh. In this letter, Cabot Marsh point-s out several apparent deficiencies in the
OIG's sampling methodology and concludes that “the claims identified for review during
this audit were a nonprobability sample even though the OIG classified the review as
a single stage, unrestricted sample." IPS intends for Cabot Marsh to perform a more
thorough analysis of the OIG’s sampling methodology and will provide to the OIG
Cabot Marsh’s final report as soon as it is available.

3. IPS Was Familiar With Medicare Requirements

IPS disagrees with the OIG’s statement that IPS physicians were not familiar
with Medicare reimbursement rules during the Audit Period. See Preliminary Report,
p. ii. IPS physicians were knowledgeable about the Medicare requirements and
attended numerous professional seminars during the Audit Period discussing these
rules. IPS will provide to you evidence of attendance at these seminars, if available.

4. IPS Did Seek Guidance From the Medicare Carrier When Necessary

IPS disputes the OIG’s conclusion that IPS did not seek assistance from the
Medicare carrier in interpreting the Medicare billing rules in effect during the Audit
Period. See Preliminary Report, p. ii. IPS wzs familiar with Medicare coverage and
billing requirements. When uncertain about application of a particular rule, IPS
personnel frequently contacted the Medicare carrier in order to seek guidance. IPS is
collecting its telephone logs of these conversations with Medicare carrier analysts and
intends to provide them to you as soon as possible.

5. Review of Medical Records for Medicare Coverage and Pavment

We understand that the OIG tzkes the position that a physician’s progress
notes, standing on their own, must adequately document a2nd support the medical
necessity of a service and the procedure billed. We do not believe that this is correct.
In reviewing whether a physician’s services are adequately documented and medically



APPENDIX D

Mr. Jerry Hurst
May 29, 1998
Page 4

necessary, we believe the individual must review the entire medical record rather than
restricting review to the physician’s progress notes.

6 . Upcoded Services

At this time, IPS disputes the OIG’s preliminary determination that IPS
"upcoded" in 72 of the 100 sample claims. See Preliminary Report, pp. 4-6. IPS is
obtaining and will review the medical record documentation relevant to these claims
and intends to provide to you its findings on each claim as soon as possible. IPS does
not agree with the OIG’s initial conclusions that IPS: (i) was unfamiliar with the CPT
coding descriptions (See Preliminary Report, p.6); and (ii) indicated during interviews
that it “had not adequately researched Medicare’s instructions or sought assistance
from the carrier” (See Preliminary Report, p. 6). As previously described, IPS will
provide to you its telephone logs of discussions with the Medicare carrier during the

Audit Period.

7. Inadequately Documented Services

At this time, IPS disagrees with the OIG’s preliminary finding that it failed
to adequately document services it performed in five cases during the Audit Period. See
Preliminary Report, p. 6. IPS intends to furnish to you as soon as possible the results
of its substantive review of these five claims.

8. Services Performed in Lower-Priced Geographic Areas

At this time, IPS disputes the OIG's initial determination that 72 of the
100 claims were billed under the incorrect Medicare billing number and to the wrong
tier. See Preliminary Report, pp. 7-9. You maintain that the IPS physicians were
required to obtain different Medicare billing numbers for each geographic area in which
they provided services and bill the tier responsible for each such geographic area
We do not understand this to be consistent with applicable Medicare requirements. We
understand that a physician must obtain an individual Medicare Part B billing number
for each pay locale in which he/she maintains an office. If the physician has an office
in one Medicare pay locale and has a billing number for such locale, he/she may bill
under this billing number for services he/she furnishes in another pay locale, assuming
the physician does not maintain an office in the second pay locale. An analyst with the
National Heritage Insurance Company has, on an informal basis, confirmed our

understanding.
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9. Services Performed bv Phvsicians Assistants Without the Supervising
Physictan Present

At this time, IPS disagrees with the OIG’s preliminary finding that IPS
inappropriately billed 18 claims as “incident to!" a physician’'s professional service
because the physician supervision requirement was not satisfied. IPS intends to
provide to you as soon as possible the results of its substantive review of these

18 claims.

By providing you with this information at this time, IPS does not waive its
right to furnish the OIG with the results of IPS’s substantive review of the 100 sample
claims as soon as such review is completed We appreciate your understanding in this

matter. Please call me if you have any questions.
Very truly yours,
W © Freatd ™
Thomas E. Dowdell

TED:pjg
Enclosure
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kK Cabot Marsh

A QuadraMed Company

May 25,1998

Frederick Robinson, Esquire
Yulbright & Jaworski, L.L.P.
§01 Pennsylvania Averus, N.W,
Washington, D.C, 200042615

Desr Attorney Robinson:
Tre following is Cabot Massh’s observations arnd professionz] opiniorns regzrding the

saristical validity of th= OIG’s sample selection of the 100 Infand Physicians Service
(your clizzt) claims in cennection to the letier dated March 27, 1698 from the Department

of Health and Humnan Services, Office of Inspectior General to Intard Physicians Service.
Observations

Tke March 27, 1998 lezer Som DHHS, OIG stztss that “repert on oux reviewy of Inland
Services Physicians’ Servicss® billings to Medicars for Part B services for the period
January 1, 1954 through December 31, 1586 Upzon review of the 100 claims reviewsd
we notice that the earliest claim reviewed was June 1, 1994, Henee, there were no claims
reviewed for the months of January 1994, February 1994, March 1954, April 1994 and
May 1694,

Since a three year interval is bedag studied éering this investgzation it would prudent that
each year in the study would bave equivalent or near equivalent claims identified for
analysis. Upon review of the 100 claims reviewed we notice the following distribution;
1594 - 18 claims, 1995 - 35 cleims, 1596 - 42 claims.

O= pags 2 of the Maxch 1998 report it is stzted “ we reviewed a stztistical semple of 100
claim lines (representing 104 services becsuse 1 claim line was a billing for 3 separate
sexvices) from the universe of all claim lines peid by Transamesica to JPS over the 3-year
pexiod ended December 31, 19967 Dusding the tie period under review for Infand
PEysician Services there were 37,923 claim lires billed for Tnland Physician Services.
Hence, the review of 100 claim Lines represanting 104 services represents a sarmpling
review of 1 out of every 364.64 claims e 02736,

]
On page 2 of the March 1998 report it is stated “we conductad our qudit in accordancs
with generally accepted government audifiaz standards.”

htrp/eww.quadramed.cem

40 Bethlehem Plaza - Bettlehem, PA 18018 » Phone (360) 575-5520 « Fax (610) 32,3054
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On Appendix B of the March 1998 report it is stated “ a single stage, unrestricted random
samaple was nsed.”

Professional Opinions

Cabot Marsh utilizes accepted standards regarding random sampling teshnigues and
procedures. According to the text entitled “Basic Busincss Statisties - Concepts and
Applications™ written by Mark Bererson and David Levine they observe that “there are
basically two kinds of samples: the probebility sampls 2nd the nonprobability sampls.
The later, which is uscally much simpler and cheaper to obtain, comprises a grouping of
procedures such as judgment samuples, quota samples and tha chunk.”  This text gocs on
10 state “a major drawback of the nenprebability sample is that the mtervicwer is given
too much discretion in the procass of subject selaction. While this may be both efficient
and econcmical as commpared to protability sampling methods, there is no probabilistic
way of estimating how representative such selected samples are, Hence it is incorrect to

vse such samples to make infarences to the entire population—whickis the cbiective of
sampling?!”

Upon review of all of the information available on this topic, it is the opinion of Cabot
Marsh that the sample selection methodolegy wtilized in this casc can be best classified as
2 nonrrobability szrople othetwise known as 2 chnk or convenisnce sample, The main
disadvantage of this type of nonprotability sample is that there is o probabilistic way of
inzerpreting how representative the particular sample is of the overall population. The
only cotrect way in which a researcher can make statistical Inferences from a samnple to 2
populaticn and interpret the results probatilistically is through the use of 2 probability
sampie,

According to Bereason and Levine “ a probebility sample is one in which the subjects of
the sample are chosen based on known probabilities,: In pamicular, the simple random
sample is one in whick every subject has the same chancs of selection as every other
subject at cach successive stage of the selection process™.

Agzin, it is the opinion of Cabot Marsh that the claims idextified for review during this

audit were a noaprobability sample evearhough the OIG classificd the review as a single -°
stage, uarestricted sample.

Sincer/y/
< g 7

Bret S. Bissev
Vice President
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Transamerica Ocaideneal

TRANSA—MERI(A 1 ife tnsurance Company
QCCIDENTAI LIFE ‘Tramsamerica Cenrer

vtge Suuth Olive
Los Angeles, CA 9oc1§ 3211

! / Mailing Addrers
PO, Bux §3v09

Aprll 22, 1998 Lot Angeles, CA veoyg-c905
fregt ~gfo2yrs NerrIABY Oniy

Lawrence Frelot (2131 742 39956 vrOvIDERS NS

Department of Heath & Human Services

Office of Audit Services

Region (X

50 United Nations Plaza

San Francisco, CA 94102

RE: CIN:A-09-97-(0062
Dcar Mr. Frelot:

We have reviewed the draft audit report on your review of Inland Physicians’
Scrvice (IPS) billings to Medicare.

We concur with the process followed on this review as Well as with the findings
reported and with the statistical methodology used to calculate the projected
overpayment.

Wc also concur with recommendations, 3, 4and 5. | lowever, because there is
no mandated requirement that the Carrier monitor or test a particular provider’'s
knowledge of Medicare rules- wc suggest that recommendation X2 be changed to
rcad: “Provide Inland Physicians Service with al pertinent  educational
materials related to Medicare rules, regulations and cstablish prepayment review
to monitor compliance”.

Should you have any questions pleasc call me at (213) 741-5747.

Sincercly,

Herb f-ernandez, Manager
Medicare Audit

cc. F.Velasco

Medicare Administration



